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Abstract 
The Washington Consensus (WC) development approach 
consists of three macroeconomic and seven structural policies 
for transitional transformation of the economy. Proper 
implementation of the structural policies was important for 
qualitative changes in the economy. In this paper, we will 
explain and evaluate the implementation of seven structural 
policies, being: improvement of the legal system and governance, 
privatization, foreign direct investment (FDI), deregulation, 
redirecting public expenditures, trade liberalization and tax 
reform, over time. This paper will also make comparisons with 
other transitional countries in the region, in order to draw the 
lessons and make recommendations for the future development 
of B&H.  It can be concluded that B&H has been stagnating in 
its economic development, and that B&H’s government must 
improve its tax system, governance, engage in the fight against 
corruption, speed up the business deregulation and privatization 
in order to accelerate the economic growth. 
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I. INTRODUCTION
 Williamson (1999) explained the importance of so called 
“Washington Consensus” dividing it into two sets of policies: 
macroeconomic1  and structural policies. Structural policies 
are economic policies for developing and transitionalcountries 
that have been promoted by the International Monetary Fund 
(IMF) and the World Bank (WB).The transitional countries were 
advised to implement the structural policies that were needed to 
remove the government control, create private ownership in the 
economy, undertake business deregulation and promote the market 
competition. The implementation of these policies had the aim 
to move the economy towards market-determined methods of 
allocating resources, making production decisions and distributing 
output, (i.e. to create the environment that would help the economy 
to achieve long-term and sustainable growth). 
 
 In this paper, we will evaluate the implementation of these 
structural policies in B&H. It is of the crucial importance to analyse 
the progress and the way of implementation of these policies and 
highlight the problems that occurred in order to propose a certain 
recommendation to ensure the future economic development. The 
paper is organized, as follows: Section 2 discusses the legal system 
and governance, section 3 explains the progress with privatization, 
section 4 addresses the evaluation of FDIs, deregulation and inflows, 
section 5 presents the evaluation of the business deregulation, 
section 6 evaluates the redirection of public expenditures, section 
7 describes the progress towards free trade, section 8 gives an 
explanation about tax reforms, and section 9, concludes.
II. DISCUSSION
2.1. Legal system and governance
 Bosnia and Herzegovina’s system of governance was established 
by the Dayton Peace Accords. The government is highly complex, 
fragile and politically dysfunctional with the complicated decision-
making system.  Bosnia and Herzegovina has 14 governments (1 at 
state level, 2 at entity level, 10 cantonal in the Federation entity of 
B&H (F.B&H), and 1 for the District of Brcko). Under the Dayton 
1  For evaluation of the implementation of macroeconomic policies see Dapo & Ridic (2015). 
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Peace Accords, B&H has a very weak central government, with 
substantial powers delegated to theentity levels of government. Within 
the Federation entity, the power is further decentralized into ten (10) 
cantons: there are 4 Croat and 4 Bosniak cantons; the other 2 are mixed. 
The cantons have a high degree of autonomy and possess their own 
constitutions, parliaments, health care ministries and governments. 
Municipalities in the Federation exercise self-government and are 
elected democratically. The Constitution of the Federation does not, 
however, spell out the specific powers of municipal governments; this 
is done at the level of the cantons. Although, the Serb Republic (RS) 
is organized as a centralized, unitary entity, there have been frequent 
calls for a more regional approach to governmental organization.
Under an arbitration ruling in 1999, District of Brcko has a separate 
status from the two entities. Although the Federation and the Serb 
Republic technically share sovereignty over the area, it is in effect 
a third entity whose government is under the authority of the 
international community. In March of 2000, the High representative 
formally established the institutions of the District, including its own 
Parliament, Constitution, and budgetary independence (OHR, 1999). 
 
 This complex and not transparent government cannot make 
prompt and adequate decision regarding any issue. This causes delays 
in the policy realization. Besides complexity, frequent changes in the 
composition of the government cause changes of the policies that are 
to be implemented. Politicians, usually fail to reach the consensus 
on the economic and social issues. Generally, most governments 
and public administrations in B&Hoperate with little transparency. 
In June of 2001, however, the entities and the central government 
adopted a Law on Freedom of Information that obliges governments 
to disclose information to the public. Freedom House yearly publishes 
the ratings for the strength of the governments worldwide, as well 
as the progress in certain policy implementation using the National 
Democratic Governance index, as it can be seen in Table 1, below:























Source: (Freedom House, 2014).
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 The ratings are based on a scale from“1” to “7”, with “1” 
representing the highest level and “7” the lowest level of democratic 
development. The 2005 year ratings’ reflect the period from January 1 
through December 31, of 2004(i.e. of the previous year). 
 Furthermore, non-transparency of the government is the 
main source of corruption,which is the key obstacle to the economic 
reform and the establishment of the rule of law in B&H. The 
problem of corruption is widely acknowledged by the international 
and domestic organizations, the domestic press and population. 
According to the Centers for Civic Initiatives Report in 2014, which 
monitors the efficiency of agencies and assemblies at all levels of 
power, the governmental dysfunction fueled by partisan conflicts in 
F.B&H has affected living conditions. The Federation’s debt has grown 
to more than €300 million ($330.2 million) as budget funds were 
sunk in the corruption or used to buy social peace at the expense of 
the investment. 
 
 According to the Freedom House’s Nation in Transition 
Reports (2014), B&H has made some progress in strengthening 
the governance, improving the judicial system and decreasing the 
corruption, by 2005. However, the negative trend in governance is 
recorded, since 2005, while the political influence on jurisdiction 
system, as well as the corruption, increased from 2010 to 2014. To 
have a clearer picture where B&H is now and what progress have been 
made regarding the changes of the government during transition, we 
will compare B&H with other countries in transition. Table 2 presents 
the changes in rating averages for transition countries,ranging from 
1999, 2005 and 2014. 




2000 2005 2014 2000 2005 2014 2000 2005 2014
Albania 4,7 4,25 4,75 5 4,5 4,75 6 5,25 5,25
B&H 6 4,75 5,75 6 4,25 4,25 6 4,5 4,75
Croatia 4 3,5 3,5 4,75 4,5 4,5 5,25 4,75 4
Macedonia 3 4 4,25 4,25 3,75 4,25 5 5 4,25
Serbia 5,5 4,75 3,75 5,75 4,75 4,5 6,25 5 4,25
Montenegro 5,5 4,75 4,25 5,75 4,75 4 6,25 5 5
Source: (Freedom House, 2014). Nations in Transition, Selected Years.
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Comparing with other countries in the South East European region 
B&H has made the greatest progress by 2005. However, after 2005 the 
indicators for B&H are showing that the situation is not improving.
2.2 Privatization
 
 As we stated in the previous part the government structure 
in B&H is very complex. Completely different economic policies 
were performed in two entities. Perfect case to understand it is being 
exemplified inthe process of privatization; two different procedures 
were established in order to privatize state property. Mass privatization 
through free vouchers was adopted in B&H and was implemented 
by two privatization agencies. However, in both entities, the ruling 
parties were in control of the process, which caused a disproportionate 
distribution of vouchers to ethnic majorities. The voucher distribution 
process in Republika Srpska, which, unlike in Federation, required 
the citizens to register, in order to receive vouchers, exacerbated 
the already existent and implicit discrimination against minorities, 
refugees and displaced persons. There are reports that RS authorities 
permitted, by the war activities, displaced Serbs from Croatia to 
register for privatization, despite the fact that non-citizens are 
notsupposed to be eligible to participate. These trends point out to 
a clear ethnic bias in the registration process in order to increase the 
number of entities’ ethnic majority, in the process. This conclusion 
becomes even more significant given the method utilized for valuing 
vouchers in RS. While in the F. B&H vouchers do have a face value, 
in RS the value of the voucher depends on the number of investors 
interested in a given company. The greater the number of investors, 
the lower the value of each voucher invested. Without question, the 
war and perhaps criminal fortunes were recycled throughsome of 
the privatization deals, in spite of the efforts to ensure the procedural 
correctness (Buff, 2000: 4).
 
 However, after the year 2000, both entities accepted the sales 
model for privatization of the state owned enterprises. According 
to Ministry of Foreign Trade and Economic Relations (2007) the 
privatization advanced much quicker in RS, where about 62.5% of 
the available state capital was privatized by mid-2007. About 45% of 
the share value of enterprises was privatized through the vouchers. 
This approach to privatization was adopted, as a type of social policy, 
in response to the post war poverty. In the F.B&H, where authority 
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for privatization was invested incantons, as well, only 41% of 
property was privatized by mid-2007 (MFTEC, 2007). According to 
Handjiski (2009), the share of theprivate sector in B&H’s GDP was 
just over 50 percent, in 2006. In RS, main strategic enterprises in the 
telecommunication and energy sectors were privatized, while in F. 
B&H, this kind of privatization, still, did not take place.   
2.3. Foreign Direct Investment (FDI)
 
 The Washington Consensus (WC) approach to the 
development is based on the assumption thatintroducing the market 
mechanism and eliminating restrictions on the private sector and 
trade will produce an improved investment climate, stimulate 
competitiveness and economic activities. It has been recognized in 
the economic theory that the benefits of FDI for the host country 
can be significant, including knowledge and technology transfer to 
domestic firms and the labor force productivity spillovers, enhanced 
competition, and improved access for exports abroad, notably, in the 
source country (Demekas et al, 2005), (Botric, 2010). Due to the low 
domestic savings there is a need for attraction of FDI to ensure the 
future economic growth of the country (Botric, 2010). The economists 
agree that the benefits of FDI tend to significantly outweigh its costs 
for host countries (Demekas et al, 2005). 
 
 Predictable policy environment that promotes the 
macroeconomic stability, ensures the rule of law and the enforcement 
of contracts, minimizes distortions, supports competitiveness, 
and encourages private sector development can be expected to 
stimulate allprivate including foreign investments (Demekas et al, 
2005). Among the macroeconomic and political environmental 
factors, it is the political stability, as the most important factor that 
influences the investment decisions. Furthermore, in the case of the 
institutional environment, the protection of the investors is one of the 
most important factors. Examples of those can be: the tax systems, 
lack of corruption, the ease of starting up a company, contract law, 
transparency, safeguarding of property rights and efficiency of justice 
(Ilgun, 2009). 
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Graph 1: FDI inflows from 1992-2014, by sectors
Source: (Central Bank of B&H, 2015).
 The measures aimed directly at promoting the investment are 
important for some limited period of time. To date, the experiences 
of foreign investors have been positive in thebanking sector of Bosnia 
and Herzegovina.
Graph 2: FDI inflows in B&H
Source: (Foreign Investment Promotion Agency,  2015).
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 Besides the above mentioned detriments, B&H is unfortunately 
associated with a high level of corruption.B&H still has a very complex 
legal and regulatory framework, a heavy public administrative system, 
very complex procedures to register new businesses and weak judicial 
structures. Laws and regulations at the state, entities’, cantonal and 
municipality levels are often contradictory or duplicative (Ilgun, 
2009).
 
 Many aspects of the regulatory quality reforms have stagnated 
over a number of years, making B&H among the least competitive 
economies in the South East European region. To enhance the 
prospects of the country, as a destination for the foreign investment,the 
government established the Foreign Investment Promotion Agency 
(FIPA) and adopted various incentives for foreign investors. However, 
analyzing the macroeconomic data it can be seen that the inflow of 
FDI into Bosnia and Herzegovina was quite low, several percentage of 
GDP: 12% in 2007, 1.4% in 2009, 2.7% in 2014 (FIPA, 2014).
2.4. Business Deregulation: 
 
 Entities’ governments in B&H removed all barriers regarding 
free entry of enterprises into the certain industries. However, in order 
to create and improve the business climate B&Hneeds to accelerate the 
Economic Reform process through Compact for Growth proposed by 
the EU Delegation in B&H. The aim of B&H is to eliminate the legal 
and administrative obstacles for doing business in B&H, as well as 
create more attractive business environment (EU Delegation in B&H, 
2014).
Figure 3: Ease of Doing Business Ranking
Source: (Doing Business, 2014).
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 Many aspects of the regulatory quality reforms have 
stagnated over a number of years, making B&H among the least 
competitive economies in Europe and Central Asia (ECA) regions. 
B&H currently ranks 131st out of 189 economies on Doing Business 
indicators for 2014 (World Bank, 2014).The business environment 
in B&H is the least friendly in the region, as it is burdened by a 
large and complex public administration system and layers of 
administrative approval authorities which increases costs (World 
Bank, 2014).
2.5. Redirection of Public Expenditures: 
 
 The proposal of the Washington Consensus is that the 
government should make redistribution of the funds within the 
budget. Before the transition process the socialist countries were 
spending a large amount of GDP into military sector development, 
while neglecting the investment into the education and health sector 
(Williamson, 1999).









Source: (World Bank Database, 2015).
 As it can be seen from Table 3, above, during the transition 
period B&H made great improvement in shifting funds into more 
productive sectors for the future. Health expenditures in the regional 
countries average out around ten percent of gross domestic product 
(GDP), which implies that the government had some success in 
the process of redirection of public expenditures (CIA – The World 
Factbook, 2012). However, the public expenditures for administration 
are quite high in B&H due to a huge and inefficient administrative 
system (Pellizer, 2010).
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2.6. Trade liberalization: 
 
 The trade liberalization is an important element of the 
Washington Consensus. In that sense, since 1995, Bosnia and 
Herzegovina had no tariff policy and could be simply depicted as 
country without borders. Domestic producers have suddenly faced 
theinternational trade. Foreign goods were cheaper than goods 
domestically produced by the margin of about 30 percent. Some 
B&H economists, Stojanov (2002) argued about the importance of 
the trade liberalization, stating that trade liberalization is very risky 
in the case of the post-war country. Stojanov was using the infant 
economy argument stating that B&H is a post-war country with few 
natural resources, huge unemployment and obsolete technology, and 
should protect some industries to catch up with the EU in order to 
improve the international competitiveness. From a perspective of the 
economic theory “differing resources endowment, being latecomer, 
or undergoing reconstruction from war does not in itself constitute a 
market failure” and does not justify industrial policy (Komiya, 1990: 
291). Having in mind the insufficient demand of the country, obsolete 
technology and fact that the economies of scale are non-existent in 
any of connected industries, proves that the protection would just 
keep the economy trapped at the certain level. However, in order to 
evaluate the trade liberalisation process we present Table 4. with data 
of export and import, in selected years. 
Table 4: Export and Import of Good and Services in Bosnia and Herzegovina
(in millions of current $US)
1990 1995 1999 2003 2007 2012
Exports 968 417 1200 1794 4089 5211,3
Imports 1135 1460 2725 3993 8751 9359,9
Source: (United Nations, National Accounts Main Aggregates Database, 2005).
 From the statistical data provided above, we can conclude 
that B&H’s exports are much too low. Exports are dominated by raw 
materials and products intensive in the unskilled labor. Opportunities 
for participating in the international supply chains, especially within 
the EU, are insufficiently taken advantage of. In particular sectors 
where B&H firms are present, such as; textiles and leather products, 
the long-run sustainability of their participation is threatened by tough 
competitive pressures, calling for an upgrading and improvement of 
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production (World Bank, 2014).
2.7. Tax Reforms:
 
 Taxation reform is the recommendation of the Washington 
Consensus because taxation can provide the government with needed 
funds for services that can increase the standard of living and spur job 
creation. However, in B&H the payroll taxes and social contributions 
are very high and they are a burden for business. For example, if an 
employer considers paying 1,000 BAM salary, it must pay around 600 
BAM to the government in taxes and social contributions. These high 
taxes are great obstacle to the increase of employment (EU Delegation, 
2014).
Graph 4: Taxes on Jobs in EU Countries
Source: (EU Delegation, Compact for Growth and Jobs,  2014).
 By comparing the payroll taxes in Federation of B&H and RS 
with other EU countries we may see that, generally, thetaxes in B&H are 
very high. Other taxes, like profit taxesare reasonable, levying 10% on 
the profit. B&H’s government still needs to work on the improvement 
of its tax base and find the model that will help the employers as well 
as the employees to reach the better economic future.   
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III. CONCLUSION
 In this paper, we evaluated the recommendations of the 
Washington Consensus (WC) regarding which structural policies were 
implemented in B&H. After deep analysis of all structural policies we 
can conclude that B&H made a progress, in certain areas, like redirection 
of the public expenditures by focusing more on health than the defence 
spending. Privatizations of banking sector, as well as trade liberalisation 
wereperformed in a proper manner, but domestic exporters were faced 
with the obstacles caused by the huge administrative barriers, instead of 
increasing their competitiveness.The implementation of other policies 
was slow and recommendations were not properly implemented. 
Privatization of the state enterprises is neither finished,norwas it 
executed properly. Tax reforms and progress in business deregulations 
are needed to improve the business environment for domestic as well 
as for foreign investors. Fiscal discipline and public sectors reforms 
are necessary in order to make the proper redistribution of budget 
funds. Furthermore, the improvements of legal system and reduction 
of corruption are areas where B&H is still behind the Balkan region. 
This is why the B&H’s government needsa strong leadership in order to 
move the country forward.
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